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Factors influencing audit opinion of the Indonesian municipal governments' financial statements Abstract: This study aims to obtain empirical evidence whether the criteria of forming an audit opinion have been significantly effecting audit opinion of municipal government financial statements in Indonesia. The considerations for expressing audit opinion are the deficiency in the internal control system (ICS), the noncompliance with regulations and laws, and the non-conformance with the Government Accounting Standards (GAS). The deficiency in internal control is analyzed by the number of findings on three categories, namely the number of weaknesses in the internal control structure, deficiency in the controlling system of revenue and expenditure budget realization, and the weakness in the accounting and reporting controlling system. The non-compliance with legislation is measured by the number of administrative findings and the ratio between the value of findings to the total value of expenditures of either the findings of regional losses, the potential regional losses, and the revenue shortfall. The non-conformances with the government accounting standard is represented by the number of accounts that were not presented in accordance with the GAS. The study is conducted on 182 municipal government financial statements for 2016 and 2015 financial years with the result of Bambang Pamungkas ABOUT THE AUTHOR Bambang Pamungkas currently serves as a permanent lecturer at the Institute of Economic Science (STIE) Kesatuan, Bogor, Indonesia, and is also active as an extraordinary lecturer at the University of Indonesia, University of Pakuan, and several universities in Jakarta. Graduated from the State Accounting Institute (STAN) and obtained MBA (accounting) from the Hull University, England, he then was awarded Doctorate of Economic (Accounting) from Pajajaran University. Experiences in both the public and private sector accounting and auditing practices started from the Ministry of Finance, Finance and Development Supervisory Agency (BPKP), the Ministry of Home Affairs, apprenticeship in several accountant offices, roles in Tax Auditing of the Joint Team of BPKP and Directorate General of Taxation, member of the Audit Committee at Krakatau Steel, and currently is active at the Supreme Audit Board (BPK). He has also been involved in professional organizations as a member of the working group and Government Accounting Standards Committee.
PUBLIC INTEREST STATEMENT
The audited government financial report is the embodiment of accountability and transparency of the public finance implementations. Governments' financial reports in Indonesia are audited by the BPK annually to obtain independent opinions with the intention of providing reasonable assurance for the community that the financial statements are relevant, accurate, complete, and presented fairly. The opinions expressed from the audit of financial statements consist of disclaimer, adverse, qualified, and unqualified opinion. The criteria for forming an audit opinion for Indonesian's government institutions are the compliance with the government accounting standard, adequate disclosures, compliance with laws and regulations, and the effectiveness of internal control systems. Using the samples of the municipal governments, our research finds that the non-compliance with the government accounting standard and the noncompliance with the statutory in the form of regional financial losses has a significant influence on the audit opinions obtained by the municipal governments.
Introduction
Under the Indonesian's State Financial Act (2003) , the Regional Governments in Indonesia are required to present financial statement and submit it to the Regional House of Representatives subjected to audit by the Indonesian's Supreme Audit Board (BPK). The audit report of the government financial statement generally results in three parts comprising an audit report on the financial statement and two optional reports namely the compliance with statutory and the evaluation of internal control systems. Within two years (2015) (2016) , BPK has conducted an audit of 1079 local government financial statements. Table 1 shows an accretion in the number of Local Governments' Financial Statements obtained an unqualified opinion from 2015 to 2016. The Audit of State Financial Governance Act (2004a) in the elucidation of Article 16 Paragraph 1 explaining the criteria for formulating an opinion are compliance with the government accounting standard, adequate disclosures, compliance with laws and regulations, and effectiveness of internal control systems. The development of the BPK's opinions on government financial statements has been widely studied by several researchers. However, the results of research related to the criteria of giving opinion to audit opinion were inconsistent.
Several studies have been conducted to determine the relationship between internal control weakness findings and audit opinions. For example, Safitri and Darsono (2015) research of local governments on Java Island to identify the effect of the internal control system on audit opinion on financial statements. The results of the study stated that the weaknesses of the internal control system did not significantly influence the opinions given. Her result is contrary to the results of Setiawan's (2017) research which states that the weakness of internal control system influences audit opinion with the direction of a negative relationship.
Other researches also performed to identify the influence of the non-compliance to the regulation on audit opinion. Setiawan (2017) conducted a study to determine the effect of compliance with laws and regulations on audit opinions on Indonesian's local governments. The results of the study indicate that compliance with statutory has no effect on audit opinion. This finding is contradictory with the results of Prasetyaningsih, Yuhalifiyah, and Susanto (2014) who state that non-compliance with laws and regulations has a significant effect on audit opinion.
BPK (2016) has elaborated the internal control system (ICS) findings into three types namely deficiency in accounting and reporting control system (ARCS), weakness of control system of the revenue and expenditure budget realization (CSREBR), and weakness of internal control structure (Structure of IC). The findings of non-compliance are divided into four types namely, regional losses (RL), the potency of regional losses (PRL), revenue shortfall (RS), and administration finding (ADM). The effect of each item on the findings of ICS deficiencies and non-compliance above has not been broadly studied in the academic research field. Though, it is critical to be analyzed as the local governments need to be aware of the details of the findings that potentially have the most significant impact on decreasing their audit opinions.
Although several researchers have conducted research on the influence of internal control and non-compliance findings on opinion with the proxies of the value of the findings such as Maabuat et al. (2016) or both the value and the number of findings by Atmajaya and Probohudono (2015) and Fatimah, Ria, and Rasuli (2014) , they had not considered the materiality of the findings compared to the value of the expenditure accounts. The results of those three studies are also disparate depending on the consideration of which type of internal control and non-compliance findings are influential to the opinion. Therefore, our study will try to provide more detailed empirical evidence related to ICS and compliance findings which has a significant influence on audit opinion.
An unqualified opinion is provided if the financial statements present fairly in all material respects according to the GAS (BPK, 2014) . From the definition, it is seen that the critical factor in giving an Ordinal Description: Y = Audit Opinion, Structure of IC (X11) = deficiency in structure of internal control, CSREBE (X12) = deficiency in control system of revenue and expenditure budget execution, ARCS (X13) = deficiency in accounting and reporting control system, RL (X21) = regional losses, PRL (X22) = Potency of regional losses, RS (X23) = revenue shortfall, ADM (X24) = Administration, GAS (X3) = Non-conformance with Government Accounting Standards. Thus, the empirical model developed to test the research hypotheses can be seen in the following equation:
Description: Audit Opinion = Municipal Governments Financial Statement Audit Opinions; α1 = Constant structure value; β = regression coefficient of each variable; ε = error term; Structure of IC = deficiency in structure of internal control, CSREBE = deficiency in control system of revenue and expenditure budget execution, ARCS = deficiency in accounting and reporting control system, RL = regional losses, PRL = Potency of regional losses, RS = revenue shortfall, ADM = Administration, GAS = Non-conformance with Government Accounting Standards.
audit opinion is the conformity with GAS. Research related to the relationship between the reliability of the internal control system in improving the quality of financial statements, as conducted by Trisnani, Dimyati, and Paramu (2018) and Sari and Witono (2014) , find that the reliability of ICS has a significant effect on the quality of financial statements as measured by the degree of conformity with GAS. Suparwan, Sujana, and Yuniarta (2018) performed a study to determine the effect of the fair presentation of financial statements on the quality of financial accountability. The result shows that the conformity of the financial report with the GAP has a positive and significant effect on the quality of financial accountability.
Local governments in Indonesia consist of two levels, namely the provincial government at the first tier and the district or municipal government in the second tier. This study uses the municipal governments as the samples which are intended to meet the similarities of local government characteristics. Municipal governments have more in common in their economic activities where in general their regional income is derived from the service and industrial activities of their communities, compared to districts where their economic activities are influenced by the specialization of their natural resources. In addition, the municipal governments have obtained more unqualified opinions in the 2016 financial statements of 77%, compared to 66% of district governments. Although in general, the Indonesian's local governments that have obtained unqualified opinions have been increased in recent years, nevertheless there are still some deteriorations of audit opinion in several regions which cannot be neglected. Through this research, the municipal governments are expected to develop appropriate strategies to improve or maintain the audit opinions they have obtained. The local government can focus on the improvements in one of the criteria or sub-criteria that are significant in obtaining an unqualified opinion.
Based on the above explanations, this study aims to provide an appropriate model on the relationship between criteria for forming an audit opinion against the issued audit opinion itself. The research questions would like to be answered on this research are whether (i) the internal control system, (ii) the non-compliance with regulations, and (iii) the non-conformity with GAS have an effect on the audit opinion of Indonesian's Municipal Governments Financial Statements.
Theoretical background
External audits are part of a corporate governance structure that serves as monitoring tools by providing independent checks on financial statements prepared by company management, with the intention of enhancing the company's reputation (Habib, 2013) . Generally, the objective of the financial audit is to enable the auditor to express an opinion on the conformity of the financial statements, in all material aspects, with prevailing accounting standards (Ånerud, 2007) .
Audits of public sector's financial reports generally have broader objectives than in the private sector, such as the obligation to report compliance with regulations, including budget and accountability, and examination on the effectiveness of internal controls (Ånerud, 2007) . Although the audit objectives in the public sector broadly vary, nevertheless the general purpose is to facilitate accountability functions both explicitly and implicitly between those who hold operational responsibility for those in a supervisory role (McCandless, 1993) .
The role of the audit in government tends to follow changes in demands on the public sector which are determined by regulatory changes that allow the audit role adjusted to adapt to changes in public management (Pearson, 2014) . As public attention increases on the credibility of auditors in the private sector, whom also occasionally provide advisory services to their audit clients, the concern has also been raised to government auditors regarding their independence in maintaining credibility and legitimacy (Gendron, Cooper, & Townley, 2001) . Although Supreme Audit Institution activities are traditionally limited to legal and financial examinations, in the development, they are required to monitor all aspects of state services and report it to the government and to the public objectively by providing information highlighting both good governance and inefficiency of administrative structures if exist (Gonzales et al., 2011) . Hay and Cordery (2018) argue that public sector audits function more as agency theory and management control rather than signaling, insurance, governance, and confirmation explanations theories. Citizens, as the principal, demand accountability to the management they placed on public sector entities, as the agents. Hence, the audit serves as monitoring techniques that evaluate and report the management's financial assertions of the entity and examine the accounting instrument underlying the assertions (Sinason, 2000) . Furthermore, audits by the supreme audit institution have also being promoted as a tool for combating corruptions and frauds on governmental institutions and public sectors. Dye (2007) explains that corruptions and frauds emerge due to the absence of accountability and transparency; thus, an audit provides the required assurance on the financial economic condition of the audited entities.
Local government financial statements
Indonesian's State Financial Act Number (2003) requires local governments to present financial statements as an accountability for the realization of the Regional Budgetary of Revenue and Expenditure. The presentation of the financial statement is the manifestation of accountability and transparency of the local financial governance, including the report on the achievement of the budget realization. In order to comply with the statutory, the central government issued Government Regulation (2005) regarding GAS. The GAS established the Cash Towards Accrual (CTA) accounting basis as a reference during the transition from the cash basis to the full accruals basis. Within the CTA, revenues, expenditures, and financing were recorded on a cash-basis while assets, debt, and equity were recorded on an accrual basis.
Initially, the accrual accounting basis was planned to be fully implemented no less than five years after the issuance of the State Financial Act (2003) . However, in 2010, the government has not been ready for the implementation. Hence, the Government Regulation Number 71 (2010) regarding GAS was issued to supersede the prior GAS. The new GAS stated the overall governments of Indonesia shall commit the implementation of the full accrual basis by the 2015 financial year. During those transition periods, the governments remained to use the CTA basis. Eventually, by 2015, the overall Indonesian's governments, both the central and local, officially adopted the full accrual accounting basis. The accrual-base government financial statement legitimately consists of the Budget Realization Report, Statement of Changes in Budget Balance, Balance Sheet, Operational Statement, Cash Flow Statement, Statement of Changes in Net Asset/Equity, and Financial Statements Notes.
Audit opinion
An auditor's opinion prefaced on the financial statement is an auditor's attestation, through examinations and verification of financial documents, management discretions, internal control system, and other audit procedures, over the fairness and fairly presented financial statement produced by the management (Brook, 2001) . Hence, the detection of company's frauds and errors are not the primary goal of an audit (Wisdom & Oyebisi, 2017 ).
An Audit opinion influence investors' confidence as it provides affirmation of the validity of the financial statements (Tahinakis & Samarinas, 2016) and also plays a role to influence financial governance by purifying management assertion of company's financial condition (Skaerbaek, 2009 ). In general, there are two alternative forms of audit opinion, namely the standard unqualified audit opinion and the modified audit reports, which are the format of other opinions than the unqualified opinion, including the unqualified reports with explanatory paragraphs (Habib, 2013) . The auditor's opinion in the financial report should include an introductory paragraph stating management's responsibility of the financial statements and an appropriate audit opinion of the entire financial statement based on the circumstances of the situation (Siegel & Akel, 1989) . The Indonesian's governments' financial statements are subject to audit by the BPK annually prior to the submission to the legislature no later than six months after the end of the financial year (GoI, 2003) . The BPK has authorities to execute three types of audits namely the financial audit, performance audit, and special purpose audit (GoI, 2004b and BPK, 2014) . Audit of the local government financial statements were administered in term of the financial audit with the intention to express an opinion regarding the fairness of the information presented in the financial statements. BPK is authorized to express four types of audit opinions namely, (i) unqualified opinion, (ii) qualified opinion, (iii) adverse opinion, and (iv) disclaimer of opinion. Based on BPK's State Financial Auditing Standard (2017a), the formulation of opinion is based on criteria of compliance with accounting standards, adequacy of disclosure, compliance with statutory regulations, and effectiveness of internal control system.
Internal control system
Internal control is a process run by boards of directors, management, and staff to provide reasonable assurance regarding operational effectiveness and efficiency, financial reporting reliability, and compliance with laws and regulations (COSO, 2013) . The internal control system of financial reporting is a designated process to provide reasonable assurance regarding the reliability of financial statements and the presentation of financial reporting for external parties in accordance with generally accepted accounting principles (D'Aquila & Jill, 1998; Arens, Randal, & Beasley, 2008; and Mahaputra & Putra, 2014) . Furthermore, COSO (2013) explains that internal control consists of five interrelated components such as the control environment, risk assessment, control activities, information and communication, and monitoring. Ge and McVay (2005) argue that a weak internal control environment will encourage earnings management and opportunistic behavior, thus reducing the reliability of financial reporting. The State Treasury Act (2004b) determines the head of regional apparatus unit as the authority of the local government budget and assets to provide an assertion that the realization of the budget and the utilization of inventories/assets have been managed based on adequate internal control and financial accounting has been conducted in accordance with the GAS. In undertaking an audit, the external auditor should obtain an understanding of the ICS by testing and evaluating the effectiveness of the design of internal control and by identifying company-level controls thus is able to provide opinions on the effectiveness of the financial reporting internal control system and report the material deficiencies of the internal control if any (Griggs, 2004; Dye, 2007) .
To obtain adequate assurance in the fairness of the financial statements, BPK also conducts an audit on internal control and compliance with laws and regulations. BPK's report (2017b) defines the findings of deficiencies in ICS as a finding that contains problems of weaknesses of accounting and reporting control system, weakness of control system of revenue and expenditure budget realization, and weakness of internal control structure.
Compliance with legislation
Audits in the government sector have a fundamental purpose of monitoring, ensuring, and assessing government accountability. Liu and Lin (2012) argue that by overseeing their implementation, especially how resource use is used, government audit can strengthen accountability and reduce abuse of authority and resources. Furthermore, they state that the most important function of government audits is to determine whether the process of aggregation and utilization of public funds and other relevant transactions is in conformity with government regulations and legislation. Schelker and Eichenberger (2010) and Blume and Voigt (2011) also express that government audits can improve the transparency of public policy and reduce waste of government spending.
State Financial Auditing Standard (2017a) express that BPK's audit encourages good governance of the state finances to achieve national goals, one of which is through improving the compliance of state financial governance and accountability to legislation. As explained earlier, to obtain adequate confidence in the fairness of the financial statements, BPK also conducts examination on the internal control system and the compliance with statutory related to government financial reporting. BPK (2014) indicates that the findings of non-compliance with statutory regulations include (i) a non-compliance causing regional/state losses, (ii) the potency of regional/state losses, (iii) revenue shortfall, (iv) administration findings, (v) inefficiency, and (vi) ineffectiveness.
BPK (2017b) explains the audit findings of the state/regional losses, potency of state/regional losses, or revenue shortfall are matters with an impact on financial and most likely to be reported to the law enforcement if there is any fraud or violation of the law, while the administrative findings do not necessarily have an impact on government finance. The compliance audit report within the financial statements audit framework is an optional report which means that it is issued if a non-compliance occurred during the financial audit process.
Conformity with Government Accounting Standards
BPK (2014) describes the criteria underlie the decision for each type of audit opinion as follow: (i) unqualified opinion is given if the financial statements present fairly in all material respects in accordance with the GAS; (ii) qualified opinion is granted if the financial statements present fairly in all material respects in accordance with GAS, with an exception on the impact of matters regarding the exclusions; (iii) adverse is expressed if the financial statements do not present fairly in all material respects in accordance with the GAS; (iv) disclaimer means the auditor does not express an opinion on the financial statements. By that description, it can be understood that the main criterion that determines the audit opinion by the BPK is the conformity with the GAS. Furthermore, the State Finance Act (2003) requires the structure and content of the state/regional revenue and expenditure budget execution report arranged and presented in accordance with the GAS.
Development of hypotheses

Internal control system
Numerous Researchers have studied the relationship between the Internal Control System and Audit Opinion. However, the consistency on the results of their studies is still questionable. Safitri and Darsono (2015) conducted research to identify the influence of the internal control system on audit opinion using samples of 354 local governments' financial report on Java Island, from 2010 until 2012. The weakness of the internal control system is measured by the number of internal control system's findings. Their result indicates that the weakness of internal control system does not significantly influence the BPK's audit opinion on Local Governments' Financial Statements. In contrast to the result, Setiawan (2017) also conducted a similar study with samples of local government financial statements in South Sulawesi also using the number of internal control system findings as a proxy. He came up with the result that the weakness of internal control system influences audit opinion with a negative relationship, which indicates that the greater the internal control system findings, the smaller the probability of local governments to get an unqualified opinion. His results are in line with other research findings conducted by Munawar et al. (2016) , Fatimah et al. (2014) , Setyaningrum (2015) , Winanti (2014) , Atmajaya and Probohudono (2015) , Sari et al. (2015) and Taufikurrahman (2014) . Based on the inconsistency of the results of previous studies, further profound research on internal control findings which influence the opinion of the financial statements is required. Ge and McVay (2005) conducted a study related to the disclosure of material weaknesses over internal controls following the publication of the Sarbanes-Oxley Act. The material deficiencies of these internal controls were included weaknesses in revenue recognition policies, lack of tasks and authority distribution, weaknesses in the accounting policies and reporting process at the end of the period, and inadequate account reconciliation. Their research identifies that the accounts that are most likely affected by those weaknesses are the current accrual accounts such as accounts receivable and inventory. Furthermore, Atmajaya and Probohudono (2015) have also conducted a study of the effects of internal control system deficiencies in audit opinion by dividing it into three types of internal control system deficiencies. They came up with the results that the aspects which have a significant influence on opinion are the weaknesses of accounting and reporting control system and the weakness of controlling system on budget expenditure realization. Meanwhile, the deficiency in the internal control structure does not affect the audit opinion.
The Guidelines for Reviewing Local Government Financial Statements (MoHA, 2008) state that one of the objectives of the internal control system is to achieve the reliability of financial statements. Therefore, the Regional Government should design and implement an appropriate internal control to improve the reliability of financial information. By the basis of that description, this research develops hypotheses as follows:
H1: The deficiencies in the ICS negatively affect the opinion of municipal governments' financial statements H1a: The deficiency in the structure of internal control negatively affects the audit opinion of municipal governments' financial statements H1b: The deficiency in the control system on revenue and expenditure budget realization has a negative effect on the audit opinion of municipal governments' financial statements H1c: The deficiency in accounting and reporting control system negatively affects the audit opinion of municipal governments' financial statements
Compliance with regulations
Similar to research on internal control systems, studies on the relationship between compliance with regulations and audit opinions have also been conducted by some researchers, yet there are still disputes regarding the results. Setiawan's (2017) study indicates that compliance with laws and regulations does not affect the opinion of the Indonesian regional government financial statements. On the contrary, an earlier research by Prasetyaningsih et al. (2014) using 371 local governments in Indonesia in 2012 financial year shows that the findings of non-compliance with laws and regulations have a significant influence on audit opinion. The existence of such a relationship is also expressed by Carslaw, Mason, and Mills (2007) , Sipahutar and Khairani (2013) , Safitri and Darsono (2015) , Fatimah et al. (2014) , Ge and McVay (2005) , Munawar and Abdullah (2016) , and Atmajaya and Probohudono (2015) . Furthermore, Sipahutar and Dan Khairani (2013) analyzed the changes of BPK's opinion on the Empat Lawang Regency Financial Report. The result shows that both the level of non-compliance with the statutory and the conformity with GAS affects the auditor opinion. Nevertheless, all of those prior studies are arguably used variables of compliance to legislation solely by the number and/or value of the findings without considering the materiality of the findings.
Moreover, since the government audit agency in China are tasked with detecting deficiencies that occur in government financial statements and are authorized to impose administrative sanctions and penalties to responsible institutions/individuals, Liu and Lin (2012) conducted a study to determine the role of government audits on corruption control in China. The results revealed that the escalation of audit findings on regulatory violations by the local governments in China was positively associated with an increase in corruption, thus resulting in a lower quality of financial statements.
Based on the review on the inconsistency results of previous research above and the consideration to include the materiality of the findings, this study will try to add depth on this field of study by examining which types of non-compliance findings significantly affect the audit opinion of the municipal government's financial statements in Indonesia. The variable of non-compliance on regulations in this study will consider materiality by using the ratio of the findings' value to the total expenditure of the accounts as the proxies. Hence, the development of the research hypotheses for non-compliance with statutory as follows:
H2: Non-compliance with laws and regulations negatively affects the audit opinion of municipal governments' financial statements H2a: The findings of regional losses negatively affect the audit opinion of municipal governments' financial statements H2b: The findings of potential regional losses negatively affect the audit opinion of municipal governments' financial statements H2c: The findings of revenue shortfall have a negative effect on the audit opinion of municipal governments' financial statements H2d: Administrative findings have a negative effect on the audit opinion of municipal governments' financial statements
Conformity with GAS
The relationship between conformity with GAS and financial statement opinion has been expressed by BPK (2017b) which revealed that the 162 local governments' financial statements that have not yet received unqualified opinion by 2017 generally because there were several accounts that do not present in accordance with the GAS, particularly on current assets, fixed assets, and operating expenditures accounts. Research conducted by Sipahutar and Dan Khairani (2013) shows that the conformity of the entities financial statements with the GAS affects the auditor's opinion on financial statements. Furthermore, Mahaputra and Putra (2014) analyzed the factors affecting the quality of local government financial reporting information with a result that GAS implementation has a positive effect on the quality of financial information. Those results are also in line with research conducted by Nugraheni and Subaweh (2008) . Based on the descriptions, we will also include the conformity with GAS in this research. Thus the research hypothesis is developed as follows:
H3: Non-compliance with government accounting standards negatively affects the audit opinion of municipal governments' financial statements
Research methodology
This research is a quantitative research using descriptive and inferential statistical analysis. The inferential analysis is performed using ordinal logistic regression in SPSS software. Logistic regression is a regression method used to find relationships between dependent variables that have a nominal scale with independent variables that with a mix of ratio and ordinal scale, while the ordinal logistic regression is used if the dependent variables are ordinal scale (Ghozali, 2011) .
The object of the study is the municipal government's financial statements audited by the BPK. The sampling technique uses purposive sampling, which means that the population that will be used as a sample of this study must meet the criteria based on the considerations in accordance with the research purpose. Sample selection criteria are: The dependent variable in this research is the audit opinion of the 2015 and 2016 municipal governments' financial statements (Y) by classifying them into an ordinal scale. An ordinal scale is not only used to categorize data into groups but also by ranking the categories (Ghozali, 2011) . The independent variables used in this study are developed from BPK's State Financial Audit Standard (2017a), namely the deficiency in the internal control system (X1); the non-compliance with laws and regulations (X2); and the non-conformance with the GAS (X3). Furthermore, those independent variables were generated based on the classification of BPK's findings (2016), namely Deficiency in the Structure of Internal Control (IC), Deficiency in Control System of Revenue and Expenditure Budget Execution (CSREBE), Deficiency in Accounting and Reporting Control System (ARCS), Regional Losses (RL), Potency of Regional Losses (PRL), Revenue Shortfall (RS) Administration (ADM), and Non-conformity with the GAS.
The ICS weaknesses (X1) is translated into three variables with an indicator of the number of cases. Non-compliance with laws and regulations (X2) is represented by three variables, two with the indicators of the ratio between the value of findings and total expenditure and one variable with indicator number of cases. The conformity variable with the GAS (X3) is explained by the indicator of the number of accounts that do not congruent with the GAS. The audit opinion variable (Y) is constructed by establishing scores to the types of the audit opinion received by the municipal governments, namely: value 4 for entities receiving an unqualified opinion, 3 for qualified opinion, 2 for adverse opinions, and 1 for disclaimer of opinion.
The quantitative test is developed with the following variables in the picture below (Figure 1 ):
Results and discussion
From 186 municipal governments financial statements 2015 and 2016, there were 4 samples excluded from the analyses due to the unavailability of the audit report data. Information obtained from BPK's Report (2016) is that those municipalities were tardy in submitting financial statements in a timely manner in accordance with the statutory. Therefore, the total tested samples are 182. This study performs a descriptive statistical test and logistic regression to measure the relationship between the independent and the dependent variables.
The descriptive statistic in Table 3 shows the number of 182 of the observed data with minimum, maximum, and average values of each variable to be tested. As for the dependent variable, the 
Logistic regression analysis
Before running the hypothetical test, a classical assumption test is performed which includes the test of Model Fitting Information, Goodness of Fit, Pseudo R 2 , and Parallel Lines. A feasibility model test such as Model Fitting Information and Goodness of Fit test according to Ghozali (2011) is used to determine the probability of whether the hypothesized model describes the input data. Based on the model fitting information test on Table 4 , it can be seen that when solely inputting the intercept model, the result of 2 Log Likelihood is 195.744. Then by incorporating the independent variable, 2 Log likelihood decreased to 111,738 and significant at p = 0.00. Thus, it can be concluded that this model provides better accuracy to predict BPK's audit opinion.
The Goodness of Fit in Table 5 shows the significance value of 1.00, which is greater than α = 5%. Therefore, it can be concluded that this model is sufficient to be used in research.
Test of Parallel Lines
The purpose of this test is to assess whether the assumptions of all categories have the same parameters (Ghozali, 2011) . The model is said to be appropriate if the p-value is greater than 0.05. Table 6 , it can be seen that the p-value is 0.999, which greater than 0.05. Therefore, it can be concluded that the test model is appropriate. Descriprive statistics in Table 7 shows the minimum/maximum and mean values for each variable. Pseudo R 2 test is used to determine the robustness of the regression equation in explaining the dependent variables.The Pseudo R 2 test result in Table 8 shows aresult of 0.561 of the highest Negelkerke value. This indicates the level of the independent variables ability in explaining the variance of BPK's audit opinion is 56.1%, while the rest of 43.9% is explained by various indicators outside the model.
Based on Test of Parallel Lines result in
Hypotheses testing
This study employed a parameter estimation method to analyze the hypotheses with the results in Table 9 .
5.4.1. The effect of the internal control system weakness over audit opinions of municipal governments' financial reports
As explained earlier, the weakness of the internal control system in this study is represented by three indicators: H1a, the weakness of internal control structure, H1b, the weakness of controlling system of budget expenditure execution, and H1c, the weakness of accounting and reporting system.
H1a test shows the value of β1 is −0.102 with a significance level of 0.469 (sig > 0.05). This indicates that the weaknesses of the internal control system represented by the internal control structure do not affect the opinions obtained by the municipal governments. This output is parallel to the research findings conducted by Maabuat et al. (2016) , Atmajaya and Probohudono (2015) , and Fatimah et al. (2014) . Valid N (listwise) 182
Description: ICS = internal control system; IC = internal control; CSREBE = control system of revenue and expenditure budget execution; ARCS = accounting and reporting control system; RL = regional losses; PRL = Potency of regional losses; RS = revenue shortfall; ADM = Administration; GAS = Government Accounting Standards. H1b test generates β3 = −0.96 with 0.388 (sig > 0.05) of level of significance. This means that the weakness of the internal control system in the form of CSREBE does not affect the audit opinion obtained by the municipal governments. The results of this study are in line with research conducted by Fatimah et al. (2014) , but contrary to the studies of Maabuat et al. (2016) and Atmajaya and Probohudono (2015) where they indicate that the weaknesses of CSREBE and ARCS have a negative effect on audit opinion.
H1c test shows that the β3 is −0.005 with significance level of 0.968 (sig > 0.05). This indicates that the weakness of ARCS does not affect the audit opinion of the municipal government's financial statements. The results of this study contradict the research of Maabuat et al. (2016) , Atmajaya and Probohudono (2015) , and Fatimah et al. (2014) which argued that the weakness of ARCS negatively affected the audit opinion.
Based on the overall test results of the three forms of internal control system weaknesses above, it can be concluded that in general, the weakness of internal control system represented by the number of internal control system findings in the audit reports over municipal governments financial statements have no effect on the audit opinion. The results of this study are contrary to prior researchers such as Setiawan (2017), Munawar and Abdullah (2016) , Agusti (2014) , Setyaningrum (2015) , Winanti (2014), and Taufikurrahman (2014) who stated that the weakness of the internal control system has negative effects on audit opinion. Nevertheless, the results of this study are in line with Safitri and Darsono (2015) who argues that the internal control system has no effect on opinion and has a positive relationship toward audit opinion.
5.4.2. The effect of non-compliance with regulatory on the audit opinion of municipal government financial statements As previously described, the non-compliance with the laws and regulations in this study is divided into four variables namely: H2a Regional Losses (RL), H2b Potency of Regional Losses (PRL), H2c Revenue Shortfall (RS), and H2d Administration (ADM).
H2a test shows the β4 = −5.217 with significance level 0.000 (sig < 0.05). This means that noncompliance with laws and regulations in the form of regional losses negatively affects the opinion obtained by the municipal governments. This result is parallel with researches conducted by Maabuat et al. (2016) , Atmajaya and Probohudono (2015) , and Fatimah et al. (2014) . Description: y = Opinion, x11 = Weakness of Internal Control System -Structure, x12 = Weakness of SPI-SPPAPB, x13 = Weakness of SPI-SAPP, x21 = Non-compliance-KN, x22 = Non-compliance-PKN, x23 = Non-compliance-KP, x24 = Non-ADM, x3 = Non-compliance with SAP.
Test on H2b obtains the β5 value of 1.755 with a significance level of 0.493 (sig > 0.05). This indicates that the non-compliance with legislation represented by potential regional losses variable does not affect the audit opinion obtained by the municipal governments. This result corresponds with research of Maabuat et al. (2016) and Fatimah et al. (2014) . Nevertheless, it is contradicting the research conducted by Atmajaya and Probohudono (2015) which states that the findings of potential regional losses negatively affect an audit opinion.
H2c test result generates β6 = 1.883 with 0.472 of significance level (sig > 0.05). This means that non-compliance with regulations represented by revenue shortfall variable does not affect the municipal governments' audit opinion. This result is in line with research conducted by Maabuat et al. (2016) , Atmajaya and Probohudono (2015) , and Fatimah et al. (2014) .
H2d test produces β7 = −0.070 with level of significance of 0.539 (sig > 0.05). This shows that the non-compliance with regulations in the form of administration findings does not affect the audit opinion of municipal financial statements. This result is similar to Maabuat et al.'s (2016) findings. However, it is contradictory to Atmajaya and Probohudono (2015) and Fatimah et al.'s (2014) studies which indicate that the findings of non-compliance with the administration have a negative effect on audit opinion.
Based on the analyses of those four variables of the non-compliance with legislation, it can be deduced that the type of findings of non-compliance which affect the audit opinion is the finding related to regional losses, while the other three variables of non-compliance findings do not impact the audit opinion of the municipal government financial statements. However, the results of previous studies are still diverse, especially in determining the types of findings of noncompliance which affecting the audit opinion.
5.4.3. The effect of non-conformity with government accounting standards on the audit opinion of municipal government financial statements H3 test result shows β8 is −1.450 with significance level of 0.000 (sig < 0.05). This means that the findings of non-conformity with GAS affect negatively to the audit opinion obtained by the municipal governments. This finding is parallel with research conducted by Nugraheni and Subaweh (2008) and Mahaputra and Putra (2014) . The GAS sets out the accounting principles that should be applied in the preparation and presentation of the government financial statements; thus, the GAS serves as a requirement as well as a guideline enforced by regulations by means of improving the quality of government financial information in Indonesia (Mahaputra & Putra, 2014) . Therefore, the discrepancy with the GAP shall have a significant influence on the audit opinion of a government financial statement.
Conclusion and recommendation
Conclusion
This research is expected to obtain an empirical evidence of the relationship between the criteria for forming audit opinion against the issued audit opinion itself by employing parameter estimation method on182 municipals' financial statements of 2015 and 2016 financial years. Based on the partial hypotheses test results, we find diverse results of each hypotheses tests.
The first hypothesis shows that the weakness in the internal control system, neither in form of deficiencies of the IC structure, the weakness of CSREBE, nor the weakness of ARCS, does not affect the audit opinion of a financial report obtained by the municipal governments. The results of this study are contrary to prior researchers such as Setiawan (2017) , Munawar and Abdullah (2016) , Agusti (2014) , Setyaningrum (2015) , Winanti (2014), and Taufikurrahman (2014) who stated that the weakness of the internal control system has negative effects on audit opinion. Nevertheless, the findings are in line with Safitri and Darsono (2015) and Budiawan and Budi (2014) who argue that the internal control system has no effect on audit opinion and has a positive relationship toward audit opinion. Although the effectiveness of ICS is one of the criteria in forming an audit opinion according to Audit of State Financial Governance Act (GoI, 2004b) , our results on Indonesian local governments' financial statements show otherwise. The possible explanation of this result is that the numbers of findings do not necessarily materially affect the value of an account and also may not automatically result in misstatements of an account in the financial statement. Thus, it can be concluded that the number of internal control system findings regardless of the materiality value of the findings does not affect the audit opinion on the Indonesian municipal governments' financial statements.
The second hypothesis of the non-compliance with laws and regulations represented by regional financial loss findings show the negative effect on the audit opinion of municipalities financial statements, whereas the other variables of the potency of regional loss, revenue shortfall, and administration findings do not affect the audit opinion of financial statements obtained by municipalities. However, the results of previous studies by Maabuat et al. (2016) , Atmajaya and Probohudono (2015) , and Fatimah et al. (2014) are varied, especially in determining the types of findings of non-compliance which affect the audit opinion. Another researcher such as Setiawan (2017) came up with a finding of noncompliance with laws and regulations has no effect on audit opinion. As explained previously, the variable of non-compliance with the laws and regulations in this study is represented by the ratio of the number of non-compliance findings with the value of the expenditure account. Prior studies in most case analyze the non-compliance variables using either the figures or the value of non-compliance findings as the proxy, thus neglecting the discrepancy in the size of expenditures among the local governments. This, of course, can lead to diversity in results.
The third hypothesis test result shows that the non-conformity with the GAS has a significant effect on the audit opinion of the municipal governments' financial statements. This finding is parallel with research conducted by Nugraheni and Subaweh (2008) and Mahaputra and Putra (2014) . The GAS sets out the accounting principles that should be applied in the preparation and presentation of the government financial statements; thus, the GAS serves as a requirement as well as a guideline enforced by regulations by means of improving the quality of government financial information in Indonesia (Mahaputra & Putra, 2014) .
Based on the overall results, only two variables have the negative effect on audit opinions, which are the non-compliance with the regulations resulted in regional financial losses and the nonconformance with the GAS. Whereas the other criteria of forming audit opinion show no effect against audit opinion. State/region financial loss according to BPK (2017a) is the diminishing of state/regional assets in the form of money, securities, or goods, which is tangible and in an exact number as a result of an act against the law, intentionally or negligently. Based on this definition, it can be understood that the regional financial losses on a considerable amount are likely to have a substantive impact on the value of the related account in the financial statements. Whereas the GAS is the main requirement for presenting government financial statement, therefore, the discrepancy with the GAP shall significantly influence the auditor's opinion.
Recommendation
BPK (2017b) expresses that by 2017 financial reporting year, 20.8% (38) of the Indonesian Municipal Governments have not yet received an unqualified audit opinion for their financial statements. Therefore, this study recommends that the local government should focus to design adequate strategies to minimize the number of cases of financial losses in the budget execution process and to ensure that their financial statements are presented in accordance with the GAS. 
